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KEY ECONOMIC INDICATORS 


All values in U.S. $ million and represent 
period averages unless otherwise indicated 


Exchange Rate: US$1.00 = M$2.56 Estimate 
1974 1976 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current prices $8294 .5 . , $9790.6 
GNP at Constant (year) prices 6536.7 : ; 7222 
Per Capita GNP, Current prices 714.4 ; ; 800.7 
Plant & Equipment Investment 
Personal Income 
Indices: (Base Year=100) 

Industrial Production 

Avg. Labor Productivity 

Avg. Industrial Wage 
Labor Force (millions) ; 4.36 
Avg. Unemployment Rate (%) 6.8% 


MONEY AND PRICES 


Money Supply i s 1813(mid-year) 
Interest Rates (Commercial 
Bank Prime) 8-1/2 
Indices: (Base Year=100) 
Consumer Price Index (Penin- 
sular Malaysia) . ; j 147.9 


BALANCE OF PAYMENTS AND TRADE 


1403. 4. 1989. 
946. 61. 1112. 
247. 28. NA 
392. 312. 403. 
258. 406 lars 

3614 -9. 4699. 
580.6 3. 220 

3355.8 -13. 3986. 
359.5 -8 518 


Gold & Foreign Exchange Reserves 1346. 
External Public Debt 585. 
Annual Debt Services 190. 
Balance of Payments 124. 
Balance of Trade 63. 
Exports, FOB 3975. 

U.S. Share 558. 
Imports, CIF (or FOB) 3912. 

U.S. Share 389. 
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Main Imports from U.S. (1975): Electric power machinery (U.S.$51 million); 
Scientific, medical, optical, photo apparatus (U.S.$33 million) 
Sources: Ministry of Finance, Economic Report 1976/77 
Bank Negara Malaysia, Quarterly Economic Bulletin, Sept., 1976 





SUMMARY 


The Malaysian economy recovered strongly during 1976, with GNP 
growing about eight percent in real terms. Inflation was less than 
four percent. A large trade surplus contributed to a favorable balance 
of payments and a substantial increase in foreign exchange reserves. 
The outlook for 1977 is also favorable with real GNP expected to increase 
nine percent. The soft spot has been the low level of private investment 
but the Malaysian Government has recently taken significant steps to re- 
establish a favorable investment climate. Agreement between the National 
Petroleum Company and foreign oi] companies provides an excellent new 
opportunity for the sale of American goods and services. Similarly, 
the recently promulgated Third Malaysia Plan projects substantial 
public development expenditures which provide important opportunities 
for the sale of U.S. goods and services in an environment in which 
American technology and know-how are increasingly appreciated. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Following the economic recovery of industrialized countries, 
which are Malaysia's major trading partners, economic activity in Malaysia 
accelerated during 1976. The economy grew at an estimated rate of about 
eight percent in real terms, with inflation declining to a rate of less 
than four percent. Unemployment declined marginally to 6.8 percent and 
the labor force increased 3.3 percent to 4.36 million. 


Real growth by industrial sector is estimated as follows: agriculture, 
forestry and fishing (9 percent); mining and quarrying (17 percent); 
manufacturing (20 percent); construction (5.5 percent) and services 
(7.5 percent). 


External demand was the engine of economic growth, with the estimated 
total value of merchandise exports in 1976 increasing 30 percent over 
1975 to reach U.S.$4.7 billion. Price and volume increased substantially 
for major Malaysian primary exports including natural rubber, tin, sawn 
timber and sawlogs. Palm oil was the exception, with a 25 percent 
decline in price only partially offset by a 14 percent increase in 
export volume. Malaysian crude petroleum production increased 63 percent 
in 1976 with exports of crude and partly refined petroleum increasing by 
77 and 95 percent in value, respectively. Exports of manufactures 
increased 20 percent, with major increases occurring in textiles, wood 
products and electronics. 





Increased domestic economic activity caused imports to increase an 
estimated 20 percent in 1976 to U.S.$4.0 billion. The percentage increase 
by SITC groups are estimated as follows: food, beverages and tobacco 
(15); chemicals (10); manufactured goods (17); machinery and transport 
equipment (33); mineral fuels (14); inedible crude materials (6); and 
others (5). An estimated thirteen percent of total imports were from 
the United States. These were mainly machinery and transport equipment 
(U.S.$105 million) and manufactured goods (U.S.$14.8 million). 


Balance of payments estimates for 1976 are favorable. A trade 
account (net basis) surplus of U.S.$842 million more than offset services 
account and transfers deficits, resulting in a current account surplus of 
U.S.$55 million. On long-term capital account, net market loans inflow of 
U.S.$49 million, net project loans inflow of U.S.$117 million, corporate 
investment inflow of U.S.$129 million, commercial credits inflow of U.S.$76 
million and other outflow of U.S.$23 million, resulted in a favorable 
balance of U.S.$347 million. Basic balance was therefore in surplus 
by U.S.$402 million. Commercial bank inflow, other outflow and errors 
and omissions results in an estimated overall balance of payments surplus 
of U.S.$483 million compared with U.S.$67 million in 1975. Inclusion of 
an IMF compensatory financing facility drawing of U.S.$103 million caused 
Malaysia's international reserves to increase by an estimated U.S.$586 
million in 1976 to reach a level which would finance about eight months of 
retained imports at present levels. 


The soft spot in the otherwise satisfactory recovery of the Malaysian 
economy is the low level of private investment. This is estimated to be 
at a rate 3 percent in 1976, far short of the 10 percent target. This 
significant shortfall can be attributed in part to continuing uncertainty, 
particularly by Chinese Malaysians, as to the Malaysian Government's intentions 
toward the private sector. This uncertainty continued notwithstanding 
repeated assurances by senior officials that legislation hurriedly passed 
in 1975, notably the Industrial Coordination Act, would be amended if 
appropriate and, in any case, would be implemented in a fair and equitable 
manner. Other legislation, specifically the so-called "management shares" 
provision of the Petroleum Development Act, which was particularly offensive 
to foreign investors, has recently been repealed. Another recent positive 
development resulting from the intervention of the Prime Minister was the 
agreement reached between foreign oi] companies and Petronas which will 
permit the companies to carry on the exploration and development of gas 
and oi] in Malaysia and which made moot the possible nationalization of 
up-stream petroleum activities as earlier indicated by the Malaysian 
Government. It is expected that the Malaysian Government will continue 
to take action to re-establish a satisfactory investment climate. This 
would be entirely consistent with the Third Malaysia Plan, promulgated in 
mid-1976, which relies heavily on private sector investment for its 
successful implementation. 





Assuming the continued economic recovery of the developed countries, 
the economic outlook for Malaysia in 1977 is favorable. Its business 
cycle is expected to peak in late 1977 and then level off. The real in- 
crease in GNP is expected to be about 9 percent. Exports are expected to 
increase 17 percent and imports 20 percent. Inflation is expected to be 
5 percent. Public sector investment projected in the Third Malaysia 
Plan is substantial and will be further increased to offset any shortfall 
in private sector investment to assure achievement of Plan goals. 


IMPLICATIONS FOR THE UNITED STATES 


With the commencement of the Third Malaysia Plan and the continuing 
improvement of the Malaysian economy, sales of U.S. equipment, especially 
high technology items, will be excellent. The Third Malaysia Plan, covering 
the period 1976-80, calls for investment totalling U.S.$17.2 billion of 
which U.S.$7.2 billion will be public sector investment and U.S.$10 
billion private sector investment. A report prepared by the Embassy, "The 
Third Malaysia Plan: A Macro-Economic Perspective and Assessment" (A-147, 
10/5/76) provides additional information on the Plan. In addition, the 
successful agreement on petroleum production sharing contracts provides an 
excellent opportunity for U.S. contractors and sub-contractors to transact 
important business in this sector. The U.S. share of the Malaysian 
market, which has shown steady improvement over the last few years, 
has increased appreciably in the first part of 1976. Preliminary figures 
for Peninsular Malaysia (which excludes the North Borneo States of Sabah 
and Sarawak) for the first seven months of 1976 showed American exports 
to Malaysia of U.S.$224 million, a thirty percent increase over the same 
period of 1975. The same figures indicated that the U.S. market share 
during this period was 12.1 percent, up from the 10.6 percent in the first 
seven months of 1975. 


With the Third Malaysia Plan focus on telecommunications, ports and 
harbors, electric power generation facilities, highways and airports, 
good sales prospects for American suppliers of equipment for these projects 
will open up. Based on a recent review of the Malaysian market, the Embassy 
believes that 1977 sales prospects are especially bright in the following 
areas: electrical power equipment; laboratory, scientific and engineering 
instruments; construction equipment, and metal working equipment. Other 
areas offering attractive sales prospects are: business machines; communi- 
cations equipment, airconditioning and refrigeration equipment, and timber 
processing equipment. 


With the recent successful culmination of negotiations between the 
Malaysian Government and two major oi] companies, a factor that was viewed 
by many outside observers as a serious problem for the investment climate 
in Malaysia has been amicably settled. This coupled with the expanding 
Malaysian economy, the improvement in the security situation and the 





Government's emphasis on private sector investment in the Third Malaysia Plan 
leads to the conclusion that the investment climate in Malaysia looks better 
now than at any time within the last eighteen months. Substantial levels of 
foreign investment are expected shortly in the petroleum sector. However, 
despite the Malaysian Government's desire for increased foreign investment 

in other areas, new foreign investment in the non-petroleum sectors will 
probably be small during 1977. This is due more to the slowness of the 
economic recovery of the developed countries (with excess plant capacity) than 
to any factors indigenous to Malaysia. While Malaysian Government guidelines 
encourage the formation of joint ventures, under certain circumstances a 
foreign company engaged entirely in exports of manufactured goods from 
Malaysia can receive approval for one hundred percent foreign ownership. In 
all cases involving new foreign investment, the Malaysian Government is 
prepared to take a flexible position with foreign investors within the 
overall boundaries of the New Economic Policy. 


Many American firms have successfully entered the Malaysian market 
by means of licensing arrangements. Potential licensees should be aware, 
however, that the Malaysian Government carefully reviews these arrangements 
before they are allowed to go into effect. 


With the commencement of the Third Malaysia Plan, the Malaysian 
Government will soon tender on a number of major projects of interest to 
American exporters of goods and services. Many of these projects will 
require some sort of joint venture or technical collaboration arrange- 
ments with local Malaysian firms. Major untied Malaysian Government pro- 
jects of particular interest to American firms include: 

the Tenom Pangi Power project (U.S.$75 million); 

the Sabah Water Supply project (U.S.$15 million); 

the Johor and Kelantan Water Supply projects (U.S.$15 million); 
the Fisheries Development project (U.S.$27 million); 


the Engineering and Design Study for the Trengganu Hydro- 
electric Power project (U.S.$2 million); 


the expansion of the Penang Port (amount to be determined); 


the Kuala Lumpur Sewerage project (U.S.$22 million; and 
the North Kelantan Rural Development project (U.S.$21 million). 


The Embassy has prepared a number of separate reports on the best 
prospects for U.S. exports and on the major projects mentioned above. 





Of particular interest are the following: 
1) Reporting World Bank Major Projects (A-146, 10/5/76) 


2) Asia Development Bank Projects (A-40, 3/30/76) 


) 
3) Major Export Projects - Fourth Quarter Report (A-169, 11/23/76) 


4) Product Priority Listing (A-165, 11/16/76) 
5) Trade Outlook Article (A-156, 10/21/76) 


These reports contain detailed information on various projects as well as 
the names of the responsible Malaysian Government officials in charge of 

the projects. Copies of these reports and other reports prepared by the 
Embassy are available to interested American businessmen from the Department 
of Commerce. 


Successful exporters to the Malaysian market find that if they cannot 
set up their own office in-country, the best guarantee of success is a 
reputable and aggressive local agent. Ideally, the agent will know something 
about the product line before representing a firm. More importantly, he 
must be able to provide the all-important factor of aftersales service. 
American firms have often been accused (sometimes justifiably so) of 
viewing the Malaysian customer as a one-time sales prospect. Firms wishing 
to sell to Malaysia over the long term are well advised to locate a reputable 
local agent. The Embassy and the Department will be pleased to assist any 
American firm in locating such an agent. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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U.S. INDUSTRIAL OUTLOOK 


Fundamental facts about business distilled 
from the research and analyses of more 
than 100 business conditions experts. 


For those who need a feel for what is 
happening in the industries their busi- 
ee ness depends upon. 
eo An overview of U.S. business that 
shows where the action is expected 


and where the opportunities lie. 


Latest data on product and industry 
shipments, exports, imports, em- 
ployment, with historical data for 

perspective and projections to 

1985. 
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